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Example 

• State variables are At , yt, Rt-1.

• Control variables is savings, st = At + yt - ct

• Transition function At+1 = Rt.(At+yt-ct) does not 
involve  state variable. (in this case, we have 
xt+1=g(ct), instead of xt+1=g(xt,ct)) 
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Saving under certainty
• Bellman’s equation

• Note that    ct=At+yt–st , or   st=At+yt–ct. Hence 
by recalling (9), which is the same marginal 
condition as (1.4b), and suppose that the 
optimal choice st=h(At,yt,Rt-1) then we have
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Saving under certainty
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Optimal Growth under certainty
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Optimal Growth
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Optimal Growth
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